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Summary 

The windfall elimination provision (WEP) reduces the Social Security benefits of workers who 
also have pension benefits from employment not covered by Social Security. Its purpose is to 
remove an advantage or “windfall” these workers would otherwise receive as a result of the 
interaction between the Social Security benefit formula and the workers’ relatively small portion 
of their careers in Social Security-covered employment. Opponents contend the provision is 
imprecise and can be unfair. 
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Background 

The Social Security benefit formula is designed so that workers with low average lifetime 
earnings in Social Security-covered employment receive a benefit that is a larger proportion of 
their earnings than do workers with high average lifetime earnings. (In covered employment, 
earnings are subject to the Social Security payroll tax; Social Security benefits are based on 
covered earnings.) The benefit formula does not distinguish, however, between workers who have 
low average earnings because they worked for many years at low wages in Social Security- 
covered employment and workers who appear to have low average earnings because they worked 
in Social Security-covered employment for only part of their career. The generous benefit that 
would be provided to workers with short careers in Social Security-covered employment — in 
particular, workers who have split their careers between Social Security-covered and non-covered 
employment — is sometimes referred to as a “windfall” that would exist in the absence of the 
windfall elimination provision (WEP). The WEP reduces the Social Security benefits of workers 
who have pension benefits from employment not covered by Social Security. 

A worker qualifies for Social Security by working in Social Security-covered employment for 10 
or more years (more specifically, by earning 40 or more “quarters of coverage”). The worker’s 
earnings history is indexed to wage growth to bring earlier years of his or her earnings up to a 
comparable, current basis. Average indexed earnings are found by totaling the highest 35 years of 
indexed wages and then dividing by 35. Next, a monthly average, known as Average Indexed 
Monthly Earnings (AIME), is found by dividing the annual average by 12. 

The Social Security benefit formula is designed to provide a progressive benefit. The benefit 
formula applies three progressive factors — 90%, 32%, and 15% — to three different levels, or 
brackets, of AIME. 1 The result is known as the “primary insurance amount” (P1A) and is rounded 
down to the nearest 10 cents. For people who reach age the age of 62, die, or become disabled in 
2015, the P1A is determined in Table 1 as follows: 



Table I . Social Security Benefit Formula in 20 1 5 



Factor 


Average Indexed Monthly Earnings 


90% 


of the first $826, plus 


32% 


of AIME over $826 and through $4,980, plus 


15% 


of AIME over $4,980 



The averaging provision in the benefit formula tends to cause workers with short careers in Social 
Security-covered employment to have low AlMEs, similar to people who worked for low wages 
in covered employment throughout their careers. This is because years of zero covered earnings 
are entered as zeros into the formula that averages the worker’s wage history over 35 years. For 
example, a person with 10 years in Social Security-covered employment would have an AIME 
that reflects 25 years of zero earnings. 



1 Both the annual earnings amounts over the worker’s lifetime and the bracket amounts are indexed to national wage 
growth so that the Social Security benefit replaces approximately the same proportion of wages for each generation. 
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Consequently, for a worker whose AIME is low because a career was split between covered and 
non-covered employment, the benefit formula replaces more of covered earnings at the 90% rate 
than if this worker had spent a full 35-year career in covered employment at the same wage level. 
The higher replacement rate 2 for workers who have split their careers between Social Security- 
covered and non-covered jobs is sometimes referred to as a “windfall.” 3 

How the Windfall Elimination Provision Works 

A different Social Security benefit formula, referred to as the “windfall elimination provision,” 
applies to many workers who are entitled to Social Security as well as to a pension from work not 
covered by Social Security (e.g., individuals who work for certain state and local governments or 
federal workers covered by the Federal Civil Service Retirement System [CSRS]). 4 Under these 
rules, the 90% factor in the first bracket of the formula is reduced to as low as 40%. The effect is 
to lower the proportion of earnings in the first bracket that are converted to benefits. Table 2 
illustrates how the regular benefit formula and the WEP work in 20 1 5 for someone with a 40% 
factor. 



Table 2. Monthly PI A for a Worker with Average Indexed Monthly Earnings of $1 ,500, 
Retiring in 2015 with 20 or FewerYears of Covered Employment 



Regular Formula 




Windfall Elimination Formula 




90% of first $826 


$743.40 


40% of first $826 


$330.40 


32% of earnings over $826 
and through $4,980 


$215.68 


32% of earnings over $826 
and through $4,980 


$215.68 


1 5% over $4,980 


0.00 


1 5% over $4,980 


0.00 


Total 


$959.08 


Total 


$546.08 



Source: Congressional Research Service (CRS). 



Note: To simplify the example, rounding conventions that would normally apply are not used here. 

Under the WEP formula, the monthly benefit is $413.00 ($959.08-$546.08) lower than under the 
regular benefit formula. Note that the WEP reduction is limited to the first bracket in the AIME 
formula (90% vs. 40% rates), while the 32% and 15% factors for the second and third brackets 
are unchanged. As a result, for AIME amounts that exceed the first formula threshold of $826, the 
WEP reduction remains a flat $413 per month. For example, if the worker had an AIME of 
$4,000 instead of $1,500, the WEP reduction would still be $413 per month. The WEP therefore 
causes a proportionally larger reduction in benefits for workers with lower AlMEs and monthly 
benefit amounts. 5 



2 The replacement rate is the ratio of a Social Security benefit to a worker’s pre-retirement income. 

3 The WEP is sometimes confused with the Government Pension Offset (GPO), which reduces Social Security spousal 
benefits of a worker who also has a government pension based on work that was not covered by Social Security. For 
more information on the GPO, please refer to CRS Report RL32453, Social Security: The Government Pension Offset 
(GPO), by Gary Sidor. 

4 Social Security Act §2 1 5(a)(7). Federal service where Social Security taxes are withheld (Federal Employees’ 
Retirement System or CSRS Offset) is not affected by the WEP. 

5 For the worker shown in Table 2, with an AIME of $1,500 and a monthly benefit of $959.08 under the regular benefit 
formula in 2015, the WEP reduction of $413.00 represents a cut of approximately 43% to the regular formula monthly 
(continued...) 
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